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Study and Document Overview

Purpose of Sudy. The AsaFoundation Mongolia (TAF) spent the past Sx weeks
intendvely assessng therole of rura government in rurd business development. The
purpose of the “Rura Business Development — A Governance Assessment” study is

to best inform Mercy Corps and USAID about the theoretical and practical potential
that local (rurd) governments can play in supporting and enabling loca (rurd)

business development in Mongoliatoday. The sudy conssts of alegd andysisand a
Stuationa analys's, and strives to answer one core question: Are aimag and soum
governments a factor in rural business development, and if so, how and in what
ways?

The legd andyss outlinesthe lega and regulatory framework within which locd
government authority and decision-making operates, with an emphasis on authorities
and decisons affecting rurd business and the rurd commercid environment. The
Stuationa analyd's provides quantitative and qualitetive assessments of how, in
practice, rural governments exercise thair legdly vested authority, and the impact that
such government decisions and actions have on rurd business. TAF is confident that
our rgpid assessment and andysis will dlow MC and USAID — asthey design the
second phase of the Gobi Initiative (Gobi 2) — to determine how best issues of |ocdl
economic governance may be addressed (i.e., how rural businesses and rurd
governments may be engaged with the am of improving the operating environment
for rurd business development in Mongolia).

Disclaimer. The Asia Foundation possesses more than 13 years of governance and
economic reform programming experience in Mongolia, as well as sgnificant
indtitutional capacity and expertise, dl of which was brought to bear on thisrapid
assessment. However, due to an unusudly short amount of time to gather and anayze
data and then ddliver auseful report, TAF, aswell asMC and USAID, knew from the
outset that it would not be feasible to provide the breadth and depth of insights and
andysisthat TAF is accustomed to delivering. Moreover, and given such atight
timeframe, the inherent nature of this study and its findings are exploratory and
informative, rather than exhaudtive or definitive. Hopefully, these congraints have

not diminished the quality, professonaism or utility of TAF swork. Rather, sucha
rapid assessment of how rural governments can effectively play a supporting rolein
creating an enabling environment for rura business development now is expected to
lay asolid foundation for more comprehensive analyses, and interventions, that will
alow the Gobi 2 project to design and implement the most rlevant and results-
oriented local governance programming possible.

Dueto alarge amount of dataand a short amount of time, TAF needed to use multiple
authors to draft and revise different sections of the report, afact that renders the tone
and style of writing somewhat varied a times. In order to present findings and
conclusions in the most concise and coherent manner possible, TAF aso decided to
present the find report in two documents. The primary document (this one) includes
an executive summary, key findings from the legal analyss and stuationa anays's,
aswdl as conclusions drawn from the overdl study.

Methodology. With merdly five weeks to implement the entire sudy, andyze the
results and submit a draft report, the methodology employed here was at times less
than ided, yet the results are both striking and informetive. The legd anadysiswas



largdy adesk sudy, and involved in-depth review of more than 50 current laws, as
well as centrd and rural government resolutions, programs, decrees, provisions and
regulations. The situaiond andysis condsted of three interlinked surveys designed

to capture pergpectives from and gather data about: rural businesses, rural government
officids, and Ulaanbaatar-based third party experts and ombudsmen-type
professonds. Indl, 53 rurd businesses (from Uvurhangal Aimag and Harhorin
Soum) were surveyed (and data from 51 was anadyzed), 15 rural government officias
(from Uvurhanga, Bayanhongor, Govi-Alta and Govi- Sumber aimags, and Harhorin
soum) were interviewed, and six third-party experts and professionals in Ulaanbaatar
were interviewed.

Expanded Data and Analysis. The accompanying and supporting document, called
Expanded Data and Anaysis, includes complete data and narrative andyses, aswell
as gppendices with al survey ingruments, ligts of inditutions and individuas
contacted and laws and policies consulted, and the origina terms of reference.
Findly, it isworth nothing that an especialy useful tool for reading, using and cross-
referencing the two documents is an expanded table of contents, or Index, that has
been included at the beginning of the accompanying Expanded Data and Anadysis
document.



Executive Summary

The Asa Foundation conducted the rapid “ Rural Business Development — A
Governance Assessment” and produced this document in response to a request by
USAID and Mercy Corpsto answer the specific question: “Are rural governments a
factor in rural business development, and if so, how and in what ways?' The short
answer, infact, isyes. But amore complete and useful answer requires amore
sophidticated understanding of the structurd relationship, defined by law, between
central and locd government. This legdly-defined relationship passively provides
authority to rural governments by not explicitly restricting local government
initigtives. Similarly, wording in the legd framework often empowers the center but
does not a the same time clearly state what loca governments cannot do. Thus, in
redity, the effective relationship between central and rurd government isin fact
defined by great distances, poor communications, and only reactiverestraint by
higher-level government inditutions.

In this context, the role of local government ingtitutions and officiasin Mongolia
must be understood in terms of authority and autonomy. Authority (which can create
opportunities for autonomy) can be condgderable in terms of the officid functions
expected, such as public service delivery, local law enforcement and numerous types
of ingpections & the business ste. Autonomy meanwhile emanates from
opportunities created by vested authority as well as from ambiguitiesin the lega and
dructurd relaionships. This study suggests that local governments could do more to
create a business-friendly environment for rura businesses. A key to such changeis
public sector officidsin rura communities better understanding not only the pressing
needs of local businesses, but aso the range of actions within its power as defined
ether by officid authority or effective autonomy.

What is gpparent from the study’ s legdl and situationd andysesis how the “sloed”
nature of government agencies and departments at both central and rurd levels
precludes integrated communications and strategic thinking and planning. Itisclear
that central government agencies, operating independent of one another, regularly
solicit dl kinds of information from their rura government counterparts, largely
through officid needs assessments. Thisinformation is directly used to inform new
central government policies and programs (of which there are at presently an
overwhelming 93). These programs and policies (and the allocated budgets that go
with them) are in turn passed back down from centra to rura government. So,
athough the legal framework, and the resources alocated to operate within it, comes
from central government, it is ultimately determined and shaped largely by
information and input provided by rural government. In other words, thebdl isin
rura government’s court.

What is not clear isthe degree to which rural government sees the potentia power it
possesses to influence the nature of these government programs, policies and
respective budget dlocations. The research indicates that rural government agencies
and departments are not integrating their internal communications and responses to
central government’ s needs assessments. Rather, they operate like silos. And beyond
thislack of horizonta integration among siloed rura government agencies and
departments, research shows alack of strategic thinking and planning by rura
government before it even responds to central government requests for inpt.



The Rurd Business Development — A Governance Assessment study concludes that
rurd governments are not horizontaly integrated, interndly, in terms of
communicating and responding to central government’ s requests for input. Rurd
government moreover thinks and acts in passve, reactive ways, and not in strategic,
pro-active ways. And yet when rural government does react to centra government’s
regular requests for input, it does so without having solicited the priorities and needs
from the rurd business community.

Perceived and red barriers to communication and understanding within rurd
government — and between rural government and rurd business — are preventing rura
government from thinking and behaving more srategicaly when responding to
centrd government requests for input. A failure to think and act strategicdly, in turn,
perpetuates these same barriers, ultimately preventing rural governments from doing
more to empower themselves and hence to improve loca operating environments for
rurd businesses. In sum, any officid authority and effective autonomy that rura
governments have, and hence that rura businesses could benefit from, is being
hindered as a direct function of these barriers.



Key Findings from the Legal Analysis
Congtitutional Arrangement of the Gover nment

As the Condtitution provides, the territory of Mongoliais divided adminigtretively
into aimags and the Capitd city; aimags shdl be subdivided into soums, soumsinto
Baghs, the Capitd city shal be divided into Didtricts and Didtricts into Horoos.
(Article57.1)

Candidates for Governors are nominated by the hurals of respective aimags, the
capita city, soums, digtricts, baghs and horoos. Governors of aimags and the capita
city are gppointed by the Prime Minister; soums and district Governors by the
Governors of amags and the capital city; Governors of baghs and horoos by the
Governors of soums and didtricts respectively for aterm of four years (Article 60.2).
(Seefor the Government structure Graph 1 below).

The Condtitution affirms that only the State Great Hurd may define economic policy
and ultimately may make economic decisonsin the country. Thisprincipleis
reflected in other laws, including the Generd Tax Law, Article 4 of which Sates that:
“The State Great Hurd shdll create, change or annul atax by adopting alaw. The
percentage and Size of the tax shdl be established by the State Great Hura or with its
gopprovd, by the Cabinet, or by the Citizens Representatives Hura of an aimag or the

capitd city.”

Infact, in dl amags, key government agencies, including the tax department, are
adminigratively separate from the aimag government. They recaive their budget
directly from Ulaanbaatar and their heads are gppointed by nationd agencies“in
consultation with” aimag governors.

Central vs. Local Government

There are certain respongibilities that are divided between the centrd government and
loca governments. The Mongolian Conditution provides that Mongoliais a unitary
state and, as such, the central government possesses exclusive powers to determine
economic policy for the country. The principle of saf-government for locd sdf-
governing bodies, or localy-dected Hurds, by law must be “combined” with centra
government. Such combination is described and prescribed by law through:

consultations between loca Hurals and the higher level governor (e.g., to appoint a
soum governor, the soum Hura shdl consult with the amag governor);

decisions made independently but in conformity with the Congtitution, and if
respective superior state organs do not specificdly ded with definite locd matters,

However, certain laws and programs adopted by the SGH provide broad and
unspecific “powers’ to loca governments, including aimag, soum, capita city and

city digricts (both CRH and governors), that have direct rlevance to the waysin
which aimag and soum governments are afactor in rurd business development. A
sgnificant portion of the laws, programs, regulations and provisons surveyed and
studied were adopted within the last three years, a Sign that the incumbent State Great
Hurd (SGH) and government (Cabinet) are keen to fulfill their 2000 eection



campaign platform and subsequent action plan. One of the key tasks outlined in that
action plan isto improve the legdl and regulatory environment for conducting
businessin Mongolia

It is clear from this study’s legd andysis that these powers clearly empower Citizens
Representatives Hurals (CRH) and amag and soum governors with the authority, and
respongibility, to make loca decisons and take local actions regarding local business
activity. Infact, on anumber of occasonsthe centra government is required to
consult with locd governments (e.g., when issuing specia permits) before acting.

Law on Administrativeand Territorial Unitsand their Managemernt

This Law, which further regulates local governments, was first adopted in Augugt,
1992 and subsequently amended in 1996 and 2000. According to Article 8 of the
Law, "The main management principle of adminisirative and territorid unit isthe
combination of salf governance and the state management. Based on this principle,
the loca management shdl independently coordinate economic and socid issues on
the condtituent territory”.

Following is the number of members st for locd CRHs (in Article 9-1):

Aimaqg population Number of CRH
members

Up to 50,000 25

Between 50,000 and 90,000 30

90,000 and more 35

Soum population Number of Hurd
Members

Up to 2,000 15

Between 2,000 and 9,000 20

9,000 and more 25

In the Capitd city 40

In Baganuur, Bagakhanga and Ndaih 15

digtricts

Other digtricts 35

! Emphasis added.




The Government Structure (Graph 1)

2 The Administrative Courts will be functioning starting from June 1, 2004. The President of Mongolia appoints all the judges based on proposal of the General Council of Courts

(Article 32.1, the Law on Courts)
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According to Article 10.5 of the Law, “while implementing decisons of locd CRHs,
governors shdl report to higher instance Governors.”

Article 11 of the Law provides that locad CRHSs can discuss and decide any issue
regarding “the life of the territory,” except those belonging to jurisdiction of higher
ingtance CRHSs or other organizations. These issues may include:
the status of economic and socia development of the territory, its future trends; and
the budget and financid activities of the local government, and related reports.
Governors of aimag, the capital city, soum or digtrict have the power to (Article 14):

submit reports [to the local CRH] on future and annual trends of economic and socid
development of the territory, and the draft budget of the government;

implement gpproved plan and budgeted actions; and

take measures to implement financia, monetary and taxation policiesin the territory.
How L ocal Gover nments Regulate L ocal Businesses
Business entity registration:
The Law on State Regigtration of Lega Entities that was adopted in 2003 regulates the
issue of registering legd entities. According to the Law, busness entity regidtration is
handled by loca branches of the Nationd Tax Departmentsin the aimags. Three
different regigtration processes are to be followed: (i) for companies and other business
entities (sole proprietorship, partnership, cooperative, etc.); (ii) for apersona income tax
payer (including herders); and (iii) those who are irregularly involved in business
activities.
A package of necessary documents shal be submitted to the Tax Offices, including:

application for registering company or business entity;

the Charter (Bylaws) of the company or business entity;

feagbility study for setting up the business,

introduction of owner(s); and

formal declaration of the owner(s) to set up the company or the business entity.

Business Entity Registration Fee:
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According to Article 13 of the Law on State Stamp Duty?, the fees for registering
business entities are st as following:

acompany or partnership - 10,000 MNT;
acooperative - 6,000 MNT;

sole proprietorship - 5,000 MNT;

abank or insurance company - 20,000 MNT;

for changing businessregigration - 1,000 MNT; and

for re-issuing a busness regigtration certificate - 1.5 times of the above mentioned
fees.

Registration of Informal Business Owners:

A specid Law titled “Income Tax of Citizens Running a Private Business Whose Income
isNot Possble To Determine At Any Given Period” providesinits Article 6, therulesto
register these “informals.”

Citizens engaged in 15 different smal businesses, mostly street vending, can pay a
monthly flat tax ranged between 200 MNT (for shoe shining) and 25,000 MNT (for
changing foreign currencies) to the loca tax office and get a monthly registration and
certificate

Citizens engaged in other 17 types of services (Article 5.3), for example, driving taxi
cab, can pay 10,000 MNT in advance to the local tax office and to get the monthly
registration and certificate; and

The regidtration and certificate have to be renewed each month by the locdl tax office.
The certificates are sometimes unofficialy cdled "patent” and accordingly the informals
arereferred as “ patent holders.”

I nspections of Businesses and L egal Groundsfor Such Inspections:

Inspections to be carried out by the State Grest Hural, the President, the Condtitutional
Court, other courts, the Prosecutor’ s Office and the State Auditing organization are
regulated by respective laws (Article 3.1, Law on State Monitoring and Inspection).
Ingpections or professonal monitoring to be carried out by state administrative
organizations, i.e. the Government (Cabinet), ministries, agencies, governors of ameags,

3 Cash payments made by alegal entity or individual to arespective government organization or court for
services provided is called as state stamp duty. Services may be provided with respect to issuing permits,
registering or granting documentsin relation to the transfer of rights, certifying contracts, agreements and
other documents, registering documents of citizenship, or resolving disputes (by courts) (Article 3, the Law
on State Stamp Duty).
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the capitd city, soums or didricts, and by locd sdf-governing bodies, shal be regulated
by the Law on State Monitoring and Inspection (Article 3.2).

Ingpections may be carried out based on:

the ingpecting organization's or officid's own initictive;

the ingtructions of higher indtance organizations; or

other grounds provided by law (Article 5.1).
Loca government has the power to conduct inspections in following aress.
I nspection Role of Aimag or Soum Governors:

Thisisagenerd description of agovernor’s obligation to ingpect loca businesses
(athough ingpection of the enforcement of a specific law is usudly regulated by the
gpecific law itsdf):

Enforcement of law and legidation in the condtituent territory (Article 15.4, Law on
Adminigrative and Territorid Unit and Its Management and Article 8, Law on the
State Monitoring and Inspection);

Exploitation and protection of subsoil (Article 7.2.3, Law on Subsoil);

Payment of mining or extraction fee by amining license holder to the loca budget and
his’her actions with respect to protecting the nature and environment and ensuring the
hedlth and safety of workers and resdents (Article 6.4.3, Law on Minerals); and

Preparation works for winter and spring conducted by herders, citizens or business
entities that own livestock (Aricle 3.9.9, “Nationa Program to Assigt the Protection of
Livestock from Draughts and Zuds®” approved by the Government (Cabinet)
resolution number 47, dated March 13,2001.)

Professional M onitoring Division I nspectors:

Other officids who have the power to ingpect the enforcement of specia laws are PMD
inspectors. Resolution 37 of the Government (Cabinet), dated March 13, 2003, has
provided the “Generd Charter of the Nationd Professonad Monitoring Agency.” The
Charter ligts the areas of jurisdiction where both nationa and locd professiond
monitoring entities shal carry out inspections (Article 2 of the Charter). These are:

Finance (monitoring and auditing of the government budget organizations) (Article
2.1);

4 Zud isaMongolian word for excessive drought followed be severe, and disastrous, winter weather.
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Insurance (Article 2.2);

Socid wdfare (Article 2.3);

Hedlth and oncology (Article 2.4);

Drugs and bio-medica preparations (Article 2.5);
Hedth trestment quality (Article 2.6);

Labor (Article 2.7);

Education, entertainment and science (Article 2.8);
Radiation (Article 2.9);

Nature and environment (Article 2.10) (also regulated by Article 27.1.2, Law on
Nature and Environment Protection);

Geodesy and topography (Article 2.11);
Standardization and product quaity (Article 2.12);
Mesasurement (Article 2.13);

Building technology (Article 2.14), (also regulated by Article 18. 2, Law on
Condtruction);

Roads (Article 2.15);

Energy (Article 2.16);

Information and communication (Article 2.17);
Tourism and travel (Article 2.18);

Transportation (Article 2.19);

Geology and mining (Article 2.20);

Production, services and trade (Article 2.21);
Food production and its technology (Article 2.22);
Veterinary services (Article 2.23);

Breeding program for livestock and other animals (Article 2.24);

15



Pant protection and quarantine regime (Article 2.25); and

Seeds and variety of crops (Article 2.26).

Inspectors in charge of each area, dthough work and reside locally, are sdlected and
appointed by the centra authority (NPMA in Ulaanbaatar). Both the aimag government
and the center control and supervise their actions.

Licensesand Permits:

Aimag governors may issue one of the following five specid permits:
Running inter city or inner city public transportation services (Article 16.2.1);
Professond activities of hedth organization (Article 16.2.2);

Production, import of and destroying poisonous or |ess poisonous substance (Article
16.2.3);

Setting up a (primary, intermediate or high) school (Article 16.2.4); and
Sde of and serving with acoholic beverages (Article 16.2.5).
Soum governors may issue one of the following three specid permits:

Running production or use of stationary sources of power that release polluting
subgtance in the air or negatively affects physiology of human being (Article 16.3.1);

Running public trangportation in the locd area (Article 16.3.2); and
Setting up kindergarten (Article 16.3.3).

L ocal Government’s Role in Providing Support to Local Businesses and the Use of
L ocal Budgetsto Provide Such Support

Article 6 of the Law on Adminigtrative Units provides that amags, the capitd city, soums
and digtricts shdl have their own budget.

The types of the budget income, classification of expenditure, financid dlocation as well
as the budget dlocation, adoption and accounting are regulated by the Law on the
Consolidated Budget (hereinafter Budget Law) adopted on November 20, 2002.
Aimag Government budget revenues come from:

Use of minera resources (Article 10.1.2, Budget Law);

Land fees (Article 10.1.3, Budget Law);
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Immovable property taxes (Article 10.1.4, Budget Law);
Taxes for means of auto transportation or other vehicles (Article 10.1.5, Budget Law);
Aimag governments can aso generate the following non-tax revenues:.

Dividends from fully or partialy local government-owned businesses (Article 10.2.1,
Budget Law);

Proceeds from sdes or lease of local government property, or from fines and interest
accrued (Article 10.2.2, Budget Law);

Funds to finance products to be ordered by relevant budget administrators (Article
10.2.3, Budget Law); and

Other revenues alocated to the amag government according to laws and legidation
(Article 10.2.4, Budget Law).

Dally transactions of government revenues and expenditures shdl be carried out through
the State Treasury (Article 14.1). If local budget revenues and expenditure cannot be
bal anced, then necessary assistance (subsidy) may be provided by the nationa
government (Article 14.4). The Treasury management shal make sure that dl the loca
tax revenues are channeled back to the local governments to finance the proposed
“procurement” of products and services from loca entities.

In preparing to adopt the new Law on Management and Financing of Budget
Organizations (discussed below), a consolidated nationwide Treasury has been set up
under the direct management of the Ministry of Finance and Economy according to
Government (Cabinet) resolution 101, adopted on May 24, 2002.

17



Use of the Government Budget to Support Local Economic Development:

The new Law on a Consolidated Budget of Mongolia provides thet alocation, financing,
expenditure, performance and reporting of the Government budget shall be regulated by
the Law on the Management and Financing of Budget Organizations (Article 11.1).
Adopted by the State Great Hural on June 27, 2002, the Law on Management and
Financing of Budget Organizations (often referred to in English as a public finance act)
has introduced a revolutionary gpproach in terms of improving the efficiency, economy
and effectiveness of using government resources. This approach is based, first of dl, on
the notion that government entities will supply to products to the government.

According to the Law, the loca Citizens Representatives Hurds have the following
powers with respect to loca budgets (Article 50.1):

discuss, gpprove and monitor action plan and long term plans of respective Governor;

discuss, gpprove and monitor of the implementation of the loca budget for the given
year,

establish and approve the amount of products to be purchased from the local budget
and reach an agreement with the Governor and ensure its implementation;

review the draft agreement on supplying products by the Governor beforehand and
comment on numbers, amount, costs of the products and on conditions and procedures
for evauation of the products;

establish procedures regul ating management and financing of fully or partialy loca
government owned lega entity based on principles and norms of relevant laws, and

exercise its power to spend the Citizens Representatives Hura's own budget.

Governors of amags, the capitd city, soums or digtricts have the following powers
(Article51.1):

develop action plans and long term plans,
develop draft budgets;

guide activities of loca budget entitiesin accordance with the Citizens
Representatives Huras gpproved action plan and long term plan;

define the need for products to be purchased from others and reach an agreement;

ensure usage, protection and safety of locally owned property, select and appoint
managers of loca budget entities and enter into performance contracts, and

monitor supply of products specified by the performance contracts and financia
results.

18



Obligations and duties of the governors of amags, the capita city, soums and didricts are
regulated by Articles 52, 53, 54 and 55 of the Law on Management and Financing of
Budget Organizations. Article 27.1 of the Law provides that government entities have to
submit their next year's draft financia plan and budget draft to the respective budget
adminigtrator before July 1% of each year. The budget administrators then shall submit

the integrated budget to the Ministry of Finance and Economy before August 15" The
Minigtry shal review dl the draft budgets and submit to the Cabinet itsintegrated draft
September 15" (Article 31.1). The Cabinet in its turn shall submit the whole document to
Parliament by October 1%, after reviewing the content of the proposal (Article 32.1).

The State Great Hurd shall discuss and adopt the integrated state budget by December 1%
of each year (Article 34.1).

The Supporting Role of L ocal Gover nment:

According to Article 14.1.6 of the Law on Adminigtrative and Territorid Unit and Its
Management, aimag and soum governors have the "power” to support contracting
between businesses® and to ensure that the contracts are enforced in order to improve
supply of food and products of general consumption for the population in their
condgtituent territories and to increase production and supply of products and raw
materias.

According to Article 14.1.7 of the Law on Adminidrative and Territoria Unit and Its
Management, aimag and soum governors have the "power" to support manufacturing,
services, barter trade and general trade® in their contituent territories. According to
Article 18.3 of the Law on the Legal Status of Towns and Villages, mayors of towns or
villages dso have the genera "power” to support production and services aimed at
serving the needs of residents’ in the particular town or village.

According to the Government Program on Improving Livelihood of Households,

approved by Resolution number 108 of the Cabinet in May 10, 2001, the amag and soum
governments may run aloan scheme to businesses that generate jobs and revenues for the
local government (Article 13 and 14 of the Program). AsArticle 27.1 of the Program
dates a part time Council shal be set up under the chairmanship of the local Governor in
order to monitor implementation of the Program in the locd area.

The Law on Supporting Employment:
In April 2001, alegdation titled "Law on Supporting Employment” has been passed by

the Parliament. The Law prescribes three different actions for both the centra and loca
government (Article 5.1, the Law on Supporting Employment):

Services supporting employment;

°> Emphasis added.
® Emphasis added.
" Emphasis added.
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M easures supporting employment;
Disbursement of unemployment benefits.

Employment support activities have to be coordinated by a part time Council of three
entities: the Government, the Employers Association and the Trade Unions (Article 20.1,
Law on Supporting Employment). In addition, the Government has an entity titled
"Centrd Authority of Employment” and smilar entities/'subsidiaries have been crested in
each loca governments. Functions of such entities are (as provided by Article 21.4 of the
Law):

Enforcement of law and legidation on employment, planning of supply and demand of
labor market and defining its trend;

Reduction of unemployment through development of [abor market policy and
development of work force

Studying and andyzing employment Stuation and cregting information network on
labor market;

Disbursement of funds from the Employment Support Fund (which isto be created by
the same Law and financed at least by 0.3 percent of the centrd Government budget
and by other contributions as provided by Chapter IV of the Law), monitoring and
reporting on the activities of the Fund;

Loca governments shal provide support to:

Citizens who are running busi nesses as sole proprietorship, partnership or cooperdtive
member; and

Employers.

In order to implement the functions, government entities (including loca governments)
shdll take the following measures (Article 5.2, Law on Supporting Employment):

Providing direction regarding [availabl€] jobs, advice and information;

Interlocutor and mediation services (between employers and job seekers) in order to
fecilitate employment;

Vocationd training and re-training for unemployed people; and
Other services as provided by law.

The disbursement of funds from the Employment Support Fund, mentioned above, shall
be used for following purposes.

Small loans to support smal businesses and cooperatives (Article 10);

20



Reimbursement of sdariesto employers that have employed, for Sx months or longer
term, a citizen who had been previoudy unemployed for more than one year term,
60% of six months sdary that was paid to the employee shdl be paid back to the
employer (Article 11.1).

Reimbursement of training costs provided to a previoudy unemployed employee by
his’/her employer who has provided the training plus ajob for longer than three months
(Article 11.2);

Reimbursement of sdariesto employers that have continuoudy employed, a citizen
who could be unemployed. Forty percent of three months sdlary paid to the employee
shal be paid back to the employer (Article 11.3);

Providing direction regarding [available] jobs, advise and information (Article
15.1.1.8);

Mediation to provide employment (between employers and job seekers) (Article
15.1.1.b);

Vocationd training and re-training for unemployed (Article 15.1.1.¢);

Traning of saf employed individuas engaged in small business, in programs that aim
to improve their business kills (Article 15.1.1.d);

Organization of public works (Article 15.1.1.€); and
Supporting sole owners of business and citizens joined cooperative or partnership.
Regional Development Plan:

A regiona development plan concept document was adopted as Attachment 1 to
Resolution number 57 of the State Grest Hural, dated June 14, 2001. The document
points out that aimags possessing 92.1 percent of the nation's territory, 89.6 percent of
animal population, 80.7 percent of fresh water reserve and 73.4 percent of the forest
reserve are not truly covered by market reforms, and remain behind the devel opments
taking place in central aress.

The document also statesthat: “It is not possble to ensure economic independence of
amags and soums solely based on their internal resources, and digtribution of the Sate
funds to numerous and small adminigrative unitsis proven to be ineffective as witnessed
by past lessons and the current Stuation of the market economy.” Therefore, the
regiondization plan has been designed in order to “set up a system of support to
development of loca economies.”

According to paragraph 2.3.2 of the concept document, “each aimag and soum shl
correctly determine the main direction of their busness activities within the respective
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region, shdl create a busness environment for coordinated development of the amags or
soums and. . . . shall ensure stable increase of economic growth and efficiency.”

Locd areaor urban centers which are influential and have potentid for future
development shall be considered priority areas and developed firgt with an assumption
that these areas or urban centers will then assst other areas of the region (paragraph 3.5).

Aimag and the capitd city government (including the CRH and adminidration) shdl

work together with businesses and citizens to coordinate its efforts to resolve common
issues of development for the region including the sdection of production and services
able to compete in the market, coordination of business activities and infrastructure in the
area (paragraph 3.14).

Following industries shdl be commonly devel oped within each region (paragraph 4.4):

livestock farming;
light manufacturing;
mining extraction and processing;

condruction and congtruction materid manufacturing;

production and services requiring intellectud capacity;

tourism and sanatoriums;

infrastructure for production and socid services, and

market infrastructure components.
However, based on the specifics of each region, different industries shal be developed as
priority industries. For example, in the Hanga region, to which Uvurhangal belongs, the
following indudtries were given priority (paragraph 4.5):

pastoral livestock farming;

Crop growing;

tourism, sanatorium;

small and medium enterprises,

mining extraction and processing; and

timber processing industry.

22



In May 30, 2003 the State Great Hural adopted the Law on Management and
Coordination of Regional Development. The Law provides basic principles of regiond
development management and coordination of development efforts among respective
amags and soums per region.

The National Program to Support Cooper atives

The Government (Cabinet) by its resolution number 255, dated December 23, 2002 has
adopted the National Program to Support Cooperatives by declaring year 2003 as “ayear
to support cooperatives.” The program envisions following measures to be taken
throughout the year 2003:

improvement lega environmert for cooperatives,

increasing the effectiveness of the government organizations to support cooperatives,
extending training programs and information services for cooperatives,

supporting cooperatives associations, and

intengfying works carried out by local governments to support cooperatives.

The program has a component that will provide loans to cooperatives, though it does not
gtate how much will be available for this purpose. The program will conduct a contest
among existing cooperatives that will sdlect the best 10 cooperatives and award each of
them with one million MNT. It will dso provide training among 300 trainersin 17
amags who will then train cooperative members in these respective aress.
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Key Findings from the Situational Analysis

Per spective from Rural Government

Thefindings from interviews with rurd government officids indicate that rurd
governments are struggling to improve their own capacity to support and make a
positive impact on rurd business devel opment with the limited resources they have.
A congraint on rura government performance was identified by a number of
respondents, who admitted that many officias lack the know-how and skillsto
support rura businesses. Thisisin part because rurd governments have no
historica precedent for creating enabling operating environments, and in part due
to officids own lack of theoretica and practica knowledge about market
economics and free enterprise. Government interviews rarely uncovered serious
efforts to shape sgnificant local government activities to respond to priorities
identified by the private sector.

Tax wasahbig issue, and dl of the government officids surveyed were of the
opinion that not a sSingle businessis paying the correct amount of tax. Thisopinion
was shared by officidsin the rurd tax office. Tax evasion was one of the areas
rurd government felt was having the biggest impact on their relationship with rura
business, yet it was the thing they felt least empowered to change due to lack of
resources. Rura governments aso perceive that they would be better placed to
respond to the demands of their congtituents if they had control of their own
revenues.

When asked about their own current initiatives to promote rura business
development, rurd government officials surveyed said that recent changes,
samplifying business regigtration, permit alocation and the ingpection process have
gregtly improved the efficiency and quality of those sarvices. Severd officids
mentioned the SME business loan initigtive or the reimbursement of 60% of the
first 9x months of new employees sdariesto employers. These initiatives and
others are taken from the centra government programs and resolutions. (See the
section in the legd analysi's section above on the Law on Supporting Employment
for more information).

In generd conversation with the government officials on the subject of how they
were overcoming the limitations imposed by the policies and financid resolutions
they had to implement, afew surprising loca “initiatives’ did surface;

A PMD officid admitted that the ingpectors only required a 60% pass
rate for their busness ingpections. “If it were much higher, there
wouldn’'t be any SME businesses left intheaimag!,” he said. “Sowe
then work with them through repested visitsto ensure they are

improving.”
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One higher-ranking officid said, “\We often grant a permit to abusness
prior to actual compliance with al necessary requirements. Thisisso
we don’t unduly restrict the business' operations due to bureaucracy.”

Severd rurd government officids confidentialy revedled thet rurd
governments are ddiberately underestimating their revenue targetsin
their budget predictions to the centrd government. Thisway, at the end
of the year, the amag can then show over-ddivery in their tax revenues,
whereby central government will ‘reward’ them for over-ddivering on
their prediction of tax revenues by increasing centra government’ stop-
up to theamag. This practice (based on interviews with rurd
government officials) appearsto be well known and understood by
central government, and is used as one method of increasing the top-up
within its limited ability to dter dlocations to ameags.

The examples above show that rurd governments are in fact affecting things & the
rurd leve, even though they say there islittle they can do with what little resources
they have. The methods rurd governments currently employ seem limited to the
actua centrad government programs and policiesin place, and there were few
example of loca governments working in areas not covered by existing programs

and policy.

There were no examples given of rurd government actively soliciting information
from local businessesregarding their priorities, but it was noted that the businesses
who complain the most about lack of government services and support were said to
be the ones most fervently avoiding taxes. While the accuracy of this cdaim could
not be tested, it reveals both an avoidance of the question at hand and an underlying
hostility towards private sector troublemakers who might make demands of their
local officids. Indeed, some officias remarked that they had little or no experience
in how to interact with business. Moreover, the survey revedsthe fact that very
few local government officids seeit astheir responsbility to respond to the needs
of the private sector.

To quote some examples of rura government officiads comments on their
understanding of the needs and priorities of the business community:

“We make inquiries about what types of products are to be produced, and
about the estimation of taxes (from locd businesses) to be paid to the
budget.”

“We can anticipate the needs of businesses, asit is primarily the issue of
infrastructure (e.g., power, good roads).”

“We dready provide favorable conditions to the businesses when devising
the budget.”

“Businesses carry out their business independently of government.”
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“Businesses usudly look for tax concessons, but according to the law we
cannot change this, as tax rates are not set by the aimag.”

Initid andyds of findings from the surveys of rurd government, rura business and
third- party expertsin Ulaanbaatar indicates that poor communications between
rural government and businessis ared barrier to animproved operating
environment for rural business development.  Survey data moreover reveds that
the relationship between rurd government and business exigs & little more than a
functiond levd, with perfunctory interactions the norm. However, these findings
and related analys's seem largely driven by perception, which may in certain
ingtances be congigtent with redlity, but which does not tell the whole story.

Breakthrough: Perceptionsvs. Reality

The perceptions indicated by aimag governors, government officids, businesses
and the third- party experts from Ulaanbaatar, all seem to suggest and support the
notion of rura government Situation as a sruggling middleman burdened by
policies and resolutions with severe financia condraints. Rural government
officdasfed restricted in their current Stuation, and unsatisfied with the extent to
which ther officid authority and effective autonomy dlow them to maneuver, and
to do better work in supporting rural business development. To be sure, it seems
clear that the centrd government (Cabinet), through its resolutions and specific
procedures adopted by its respective ministries, sometimes directs aimag and soum
governments, and governors, in ways that do not leave much room for maneuvering
or innovation.

Theinitid findings of this survey, described above, a first confirm thisview. It
was only after completing our draft document (submitted to Mercy Corps on
October 17, 2004) that it become apparent that there was a need to revisit our
conclusions based the origins of the rurd governments main concern: their lack of
authority when it came to the procedures and resol utions passed down from the
central government. Important follow-on questions then had to be asked: “Where
do all the programs and resolutions start, and from whose initiative? Towards
what vision, and based on whose needs and objectives do all the government
programs and resolutions come from?” With these questionsin mind, the TAF
team worked through the data again until a new understanding of the rura
government-centra government relationship cameto light. Confirmation of this
“new” underganding came from phone conversations with government officias
who had been previoudy interviewed with follow up questions to the origind
urvey.

What has now cometo light isthat rurad governments are in fact “burdened” by
various needs assessment surveys coming down from the centra government,

created by and related to each separate (and uncoordinated) government department
and division. These assessments cover the whole spectrum of government concern
and are deemed a less-then-useful inconvenience by rurd government officids,

who describe the following sequence of events as characterizing redlity:
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1. The centrd government departments survey the rurd governments to assess

their needs

2. The needs assessment surveys are analyzed by the central government and

from the results create new programs.

3. The programs are handed down to the rural governments to implement

4. Rurd governments produce a budget based on fulfilling the requirements of

the programs and submit it to the central governmen.

5. The centrd government produces financia resolutions based on the amag

budget and passes them back to the aimag governor.

6. Theamag governor attempts to implement the programs creeted from the
needs assessment surveys using the financid resolutions created from the

amag budget he submitted.

The above processis described in the diagram Figure 2 below.

( \ Created

Rural Financial Needs
Prioritized Resolutions Assessment
Budget Surveys

\ Aimag
Government

™

July 2000
Pre-Election
Promises

New
Programs

All soum departments submit a budget to aimag government

Figure.2: Origin of programs and resolutions
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In an effort to confirm that thisiswhat should be happening according to law,
TAF slegd andyst reviewed dl the government programs crested since the new
government came to power (after the 2000 dections). And whileit is clear that
central government solicits the needs of rurd governments, it is not clear to what
extent subsequent government programs are shaped by those needs assessments
vis-&vis centrd government’s pre-election promises. An areafor further
investigation might be to look closdly at the various needs assessments coming
from centrd to rurd governments, what needs rural governments identified, and
then the actua government programs that followed.

Another influentia contributing factor to the dissatisfaction by rura governors of
the financid resolutions passed back to them, isthe “glo” each rurd government
divison effectively stsin (which, in fact, seems mirrored by corresponding slos
within central government). When the budgets are produced for each divison,
thereis virtualy no communication between divisons on the priorities of the aimag
asawhole. Thisisconfirmed by the following example.

While searching through last year’ sfinancid resolutions for one amag, the TAF
team found alocal budget line item for asmall bridge to be repaired at a cost of
10,000,000 MNT, out of atotal budget of 70,000,000 MNT. This activity was
SHected for investigation to see why it was chosen and what significance its repair
was to the aimag to warrant such alarge dlocation from the annua budget. After
a subsequent tel ephone conversation with the respective aimag governor (who had
previoudy been interviewed), the TAF team learned that, in fact, the bridge in
question haslittle sgnificance. The only reason the repair of this bridge wasin the
central government’ s resol ution document, and hence in the aimag’s annua budget,
was because it was submitted by the aimag government’ s infrastructure and roads
department without consultation with anyone ese (including the amag governor).
“Thiskind of thing often hgppens’ the governor said. “1 am then left with (an
undesirable) resolution and corresponding budget, or the task of taking it up with
central government to try and get it amended.”

The TAF team then contacted the head of the infrastructure and roads divison from
the above example, who explained that each soum governor submits a budget to
him, which contains hundreds of recommendations for infrastructure and road
repairs per soumgovernor. Intota, there are literaly thousands of requestsfrom
the soums, which the division head of infrastructure and roads must then somehow
prioritize, seemingly inisolation. This becomes an impossble task and in redity
what happensis an amost random sdection of requests from soums that are
induded in the main budget so as to cover the revenues dlocated to that divison,

al in hopes that the funds can somehow be divided up and used differently once the
money arrives.

In sum, the initid perception gained from nearly the entire survey sample origindly
interviewed — that rurd governments can better empower themsalves by
communicating better with rural businesses— is true but incomplete, and hence
flawed. The whole story must include the fact that rurd governmentstoday arein
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fact empowered, not only to help decide which programs are given to them, but
a0 to control how their finances are alocated in those central government

resolutions thet they will then implement, and that will directly impact, or not, rurd
business development.
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Key Findings from the Situational Analysis

Perspective from Third-Party Experts and Ombudsmen Professionals

This component of the study stood out from the others, as it focused on diciting facts and
opinions from Ulaanbaatar- based experts and professonds. Most of these respondents
are long-term expatriate resdents in Mongoliaworking for internationa donors and aid
agencies, development projects, or foreign embassies. A number of these respondents,
through their work, have considerable experience working on private sector devel opment
initiatives, and in dealing with issues and conflicts related to local economic governance.
However, and despite being interesting sources of opinions, the information dicited from
third parties was largely based on perception and not hands-on, fird- person experience.
Most of the knowledge and information gleaned from these respondents tended to be
anecdotal. Moreover, the vast mgjority of respondents possessed far more knowledge of,
and experience in, Ulaanbaatar than in rura areas. Therefore, there were few if any ‘key
findings to directly inform the andlysis and condlusions of this study®. However, two
respondents provided useful and relevant redl-life examples of how rura governments are
akey factor for rura businesses.

The firgt example comes from an expert in Mongolia stourist industry, who told of two
rural tourist ger camps near one another. Rura government ingpectors came to both
camps. Thefirst camp ingpected had used foreign investment to install modern, ‘ eco-
friendly’ toilets using the latest technology. But because the camp’ s description of these
toilets used the word *chemical,’ this camp failed the ingpection, incurred fines, and was
told to remove these eco-friendly toilets. Meantime, the other camp, which was found to
be flushing dl wastewater from itstoilets directly into a nearby river, which served asthe

local water supply, passed the inspection.

The second example comes from arura agro-business development expert, who
explained how public veterinary service providers are required to produce annua budgets
for materids and medicines required for the upcoming year. Not only isthis
unreasonable given the unpredictable nature of animal diseases and their propagetion, but
it causes delays in the planning process for procuring and supplying needed materials and
medicines. These supplies therefore tend to arrive subsequent to when they are most
needed to prevent and control anima diseases (this of course assuming that the public
Veterinary service provider in question was able to correctly predict the proper type and
amount of materids and medicines needed in the firgt place!) The negetive impact of this
out-of-synch supply chain and related delays in procurement is exacerbated by poor
communications and transportation infrastiructure in rura areas, aswell as by vast
distances between and among herders and their herds. The overal effect of this
problematic Stuation is areduction in the quality of the end products for sde, i.e. skins,
hides, cashmere, meet and dairy — the production and sale of which condtitutes the
majority of rura business and commercid activity in Mongolia

8 To see complete answers and analysis from the six third-party interviews, please see the Expanded Data
and Analysis section (attached).



Key Findings from the Situational Analysis
Perspective from Rural Business

To understand the structure of relationships between government inditutions,
conversations with avariety of public officias working at various levels of government
areacritical source of information. However, understanding how well the functions of
economic governance are being fulfilled requires a different set of conversations, not
with those making and implementing decisions, but rather with those whose lives and
livelihoods are affected by those decisons. With thisin mind, a survey was undertaken
of the business community in Uvurhangal to assess the functioning of rural government
vis-arvisrura busness. This section presents the key findings of thet research.

The questions on the quadlity of service delivery by the loca government yielded some
interesting indghts. Firs, the mgority of al local businesses responded that public
services actudly impact their businesses — on average 68% of small businesses and 63%
of larger businesses reported that aloca government service had a direct impact on its
commercid activities. Second, smaler businesses tended to be more critica of
government service delivery, and this result held true even if the statistics were caculated
to include only businesses affected by the service in question. The following public
services are the responghility of local government.

Police: Law Enforcement and Security Services. The community police force represents

an important inditution for the loca business community. When it is functioning

properly, the police provide protection and security, not just from theft, but aso from
illegal or improper conduct by competitors. But the authority placed in police forces to
play thisrole aso crestes opportunity for misconduct. One of the most striking results
from this section of the survey was the perception of the smadl business community to the
police force. More than two out of every five smal businesses (42%) rated the force as
very poor or inadequate, and of the businesses that report Sgnificant interaction with the
police that impacts their businesses (roughly hdf of dl smdl businesses), the negative
rating reached amost two-thirds of the sample (about 65%).

Dispute Resolution. The degree of legd certainty in aloca environment is determined
not only by the practices of the police force, but dso by the functioning of public
mechanisms used to resolve commercid disputes, such as the fulfillment of contractud
obligations. Thisissue turned out to be one of broad agreement between the communities
of larger and smdler business communities — both rated the performance of this function
very low, and for larger businesses, this public service received the second worst rating of
al public services. Seven out of ten of the larger businesses that reported that the dispute
settlement system affected their business reported that the quality of the service was very
poor or inadequate, and not a single one of these businesses reported a score higher than
“adequate” Similarly, more than haf (52%) of the community of smdler busnesses
rated the quality of these serves as inadequate or very poor.

In addition to services, such as those described above — that are essentidly provided
passvely to the entire business community — businesses are often required to actively
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engage with government ingtitutions to request actions that are required by law, such as
the acquigtion of various licenses and permits. The manner with which government
agencies and their officers discharge this function can either contribute to the emergence
of adynamic business community or discourage this desired dynamism. Important
factors include both the complexity of the process, which can lead to long and difficult
involvement by the entrepreneurs, and the financia cost of the process, both in formal
and informd fees that are demanded by the officersin charge.

The survey solicited feedback regarding the experience of the business community in
their attempts to obtain eight different kinds of licenses. The research results show that
large businesses must wait alonger average period of time for permits then small
busnesses. In addition, large busness must pay larger amount of informa payments
then smaller business for gaining access to these permits. These ddaysreflect ared
failure of economic governance, as they drive up costs and discourage new investmen.
The research does not determine the factors for delays, and businesses may sometimes
themsdves be respongible, but when an operating environment is characterized by
repeated difficulties, ultimately the system islikely to be responsible. The two surveys of
business and government perceptions illustrate how the search for responsibility is easily
misdirected. Business owners repeatedly fault government officids for their arcane
procedures and sometimes stubborn unwillingness to facilitate the process. Government
officids, on the other hand, complain that businesses often fall to properly comply with
their requirements. While some criticism may properly be directed a the private busness
sector, the government officids' criticisms often, in themsdlves, provide evidence of an
unwillingness to listen to and work with businesses to facilitate private sector growth.

In regardsto officid visits and ingpections by rura government officids, such vistsand
subsequent fines that may be levied sometimes represent a reasonable implementation of
public policy, but the inspection and enforcement process represents another way that
local governments can drive up the cost of doing business. Moreover, in loca
communities located far from the where oversght is provided by higher-ranking officids,
the authority to ingpect and levy fines can exceed the intent of the laws. In other
ingances, even the purauit of regular enforcement of various regulatory codes may be
more an exercise in the pursuit of Sde-payments pocketed by the inspectors.

It is often difficult to determine exactly where the line should be drawn between vigorous
regulatory enforcement and predatory behavior, but even casua conversationswith rura
business owners suggest that thislineis often crossed. To better understand exactly how
the process of regulatory enforcement is perceived by local businesses, the survey asked
respondents both about the regularity of vigts (both frequency and the length of each

vigt) aswell asthe amount of financid payments (both forma fines and informd sde-
payments) that were solicited by loca regulators and ingpectors. The most burdensome
aspect of this process for businesses appears to have been neither the problem of repeated
vigits nor the demand for payments under the table, but rather the high frequency with
which fines are charged. With between one-fourth and one-haf of certain ingpections
leading to fines, it seems clear thet there is extremely poor compliance by the private
sector and/or there is ambiguity in the legal code that leads to the common imposition of
financd punishment.



Perhgps the most important form of officid vidts for larger businesses came from the
sodd insurance office, and by labor inspectors who check to make sure that businesses
are paying an gppropriate amount into the socia security fund. Socia security

department officiasin rurd areastypicaly ingpect large businesses that employ
permanent, long-term employees about once every two years. Smaller businessestend to
recaive far fewer ingpection vigts, in part because they tend to employ short-term
contract |aborers, employers of whom are not required to pay socia security. Only about
haf of large businesses surveyed reported these visits from socid security department
officids, but the forma fees assessed to three of the seven inspected firmstotaed 1.3
million MNT. Only about 15% of the smal business sample reported vists from these
officids, but five of the Sx inspected companies were made to pay fines, including the
sngle largest fine reported in this survey (2 million MNT), by the largest firmin the

amdl busness sample. Indl, the tota amount reported collected by socid insurance
ingpectors exceeds the intake of every other local government agency except the tax

department.

Constraints on expansion. One reason rurd businesses may not be dynamic, achieving
positive growth each year in production, employment or sales, is that it may not be
possible or profitable to become larger. For example, the survey of larger businesses
(with an average employment level of just 12.5 workers) found that about 86% of the
respondents worry that a growing business would bring greater scrutiny from the
government. Indeed, the survey (as mentioned above) underscores the high frequency
with which fines are charged after officid visits and ingpections, afact that may deter,
rather than encourage, expansion and re-invament among rural businesses. Nearly half
of smdler firmsworry that “trouble-makers or other pressure groups (such as police or
paliticians)” would harass them for additiona paymentsif they grew larger. Thrests
from officid or unofficial sources gppear to represent one factor that discouragesrura
businesses from growing in Uvurhangai.

For any businessto plan for growth — especidly one operating in rurd Mongolia— it
needs to have regular access to accurate information about the rulesthat govern its
business activities. In Uvurhangai, thisinformation seemsto be scarce. The vast
mgority of dl rurd businesses (73% of smdl enterprises and 83% of the larger firms)
complained about poor access to information regarding relevant laws and regulations.
Smilarly, the mgority of businesses (73% of smdl enterprises and 60% of the larger
firms) fed that adequate information about tax requirementsis not provided, and roughly
the same proportion (73%) of smal businessesinterested in tapping export markets felt
that thereis not sufficient information provided regarding the regulations that govern the
export process. In these cases, it does not matter so much where the information
originates, asit is clear that no loca inditution is accepting responsibility for facilitating
private sector growth by making the information available and encouraging its use.
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Conclusions

During thisinitia study, rurd government officias repestedly expressed the desire to do
the best job possible, yet a once admit struggling to function effectively inan
environment characterized by avariety of external congtraints and pressures. These
forces and factorsinclude a dearth of financid and skilled human resources, myriad
central government laws, provisions and programs to be aware of and follow, remote
location, and the harsh and unpredictable weather. Moreover, their understanding of
what rurd businesses want and need in order to flourish is not dways as sophiticated as
they themselves believe it should be. And yet while loca governments bemoan their lack
of resources and authority, a closer ingpection of the evidence from Uvurhangal suggests
that there exists condderable scope for proactive engagement by government to create
more authority and autonomy for themselves, and in turn to create and sustain amore
predictable, conducive environment for the local business community. To haveared
impact, however, this proactive engagement must occur on three fronts a once and in
iteretive ways. rurd government horizontally acrossits own departments; rurdl
government collaboratively with rurd businesses; and rura government verticaly with
central government.

The rura business community seemsto view rurd government somewhat more criticaly
than these officids view themsalves. Businesses often (but not always) describe locdl
public inditutions as not providing high quaity services, sometimes erecting obstacles to
ther pursuit of norma business activities, and generdly not listening to them regarding
their concerns. Given that the loca business community in Uvurhangal assesses the
performance of government to be relatively poor, it isimportant to explore the
relationship between rura business owners and rurd government officids. One factor
contributing to this poorly perceived relationship is the absence of any effective formd
channdsfor interacting with government inditutions as agroup. Less than one-fourth of
al smdl businesses belong to any kind of trade association, and only one-third of those
(or lessthan 8% of dl smdl businesses) actively communicate their problemsto locd
government officids. Although about half of larger business are members of a chamber
of commerce or trade association, amuch smaler fraction (28.6%) actualy use that
mechanism to take their problems to government. In other words, only 15% of the larger
businesses surveyed actudly work with each other and with the government to address
their problems.

This study asked a variety of supporting and proxy questionsin order to dicit sdient data
to answer the core question. However, the exercise of conducting this study seemsto
have made the core question itsalf more poignant than ever. That is, to ask whether rura
government is afactor in rural business development and if so, in what ways, pre-
assumes that this notion is not only plausible, but appropriate and necessary. Thetruthis,
however, this notion does not seem naturd, or logicd, to most of the rurd government
officids and business owners and operators surveyed. To make this point clearer, it is
useful to look at what happened while conducting the studly.

Given thetight timing congtraints of this study, the smal TAF research team needed to
act quickly, methodically and in pardld. And despite being a significant challenge, the



process of gathering and andyzing dl the data so quickly had an unexpected benefit.
Normadly, asmal research team would design and administer one survey a atime, or
larger teams would conduct separate surveys but over longer periods of time, and
probably with atighter focus on one target group. But in thisingtance, the TAF team
surveyed, concurrently, many parties involved in or connected to the same problem, each
with their own perspective and viewpoint. Through this process, the team began to see
thingsinanew light. What sarted to emerge was an ingght into how rurd governments,
vis-arvisrura businesses, think and act. This diagram illustrates how rural government
seems effectively trgpped by forces pressing in on dl sides.

Central Business
Government community

Policy
constraints

Harsh Climate

Community

Poor needs
Infrastructure

Figure 1

The size and direction of the arrows represent the amount of influence on or by rural government and the
impact it has, or more importantly can have, in the opposite direction.

But this does not tell the whole story. In fact, acritica underlying condraint on rurd
government isits lack of financid planning and management. This condraint isadirect
function of rurd government’ sfailure to capitaize on opportunities (given to it by centrd
government!) to take more corirol over —that is, to Srategicaly creste more officia
authority and effective autonomy in regards to — its own financid planning and
management. This congraint is further burdened by two other key factors. Thefird is
the sloed nature of both rural and central government agencies and divisons. The
second isafailure by rurd government to pro-actively listen to the needs and priorities of
rurd businesses, and likewise afailure by rurd businesses to better understand the
potentia supporting role that rura government can play with thar input and solidarity.

The conclusion of this report isthat rurd governments today cripple their own potentia
to better support rura business development. They do so by failing to communicate
interndly and with loca businesses, aswell asby falling to think and act srategicaly
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when responding to central government requests for input for new government programs
and policies. The diagram below illusirates how soum and aimag governments presently
operate in terms of internd and externd communications and information flows
regarding government programs and policies that directly impact rura business
development.
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Figure2
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The find diagram illugtrates the change required to effectively address the problems
described above and herein. This change islikely to result in rurd governments
redlization of the untapped potentid for more officid authority and effective autonomy.
Thisin turn will focus the limited resources and funding that rurd governments have

toward making a grester poditive impact on the operating environment for rura business
development.

Budget submitted to central gover nment
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